To identify how frequently financial executives reference individual ratios and
the typical reference points of these ratios.
3. To identify, where applicable, changes in the importance of ratios for financial executives since 1988.
Research Methodology
We randomly selected a study sample of 500 lodging financial executives from the 2000 Directory of Hospitality Financial and Technology Professionals (HFTP). We received 81 useable responses, resulting in a response rate of 16.2%. Approximately 90% of the respondents were financial executives working in independent (34%), franchise (13%), management company (17%), and chain-owned-and-operated (12%) organizations. Approximately 24 percent of the respondents marked "other." A sorting of the data revealed that those who marked "other" were financial executives in first-class and luxury hotels; 95% of these "other" hotels were from 200 to 500 rooms in size.
The questionnaire was divided into three sections: (1) a profile of the respondents and their organization, (2) standards used to evaluate ratios, and (3) importance and frequency of ratio usage (the subject of this article). The survey instrument had primarily closed-ended auestions usinrr mainlv an ordinal level of measurement. The measure-
Results and Discussion
The results analyzed and discussed for the five ratio categories reflect the importance of these ratios for financial executives and the frequency with which these ratios are referenced. The importance of ratios is analyzed on a scale from crucial to unimportant, presented-the summarized responses in three wavs: freauencv distribution to divide the responses into discrete categories, mean as a statistic to measure central tendency, and rank order to prioritize theimportance of the responses. The discussion followinp: the analvsis of results compares the importance scores of select ratios in this studv with ~chmid~all's 1988 stud? This is supported with supplementary tables (Tables 12 and 13) , listing the most important ratios and changes in ratio usage from Schmidgall's 1988 study. Table 1 shows the importance of liquidity ratios to lodging financial executives. In general, executives consider liauiditv ratios important ratios (mean score: 3.14). The two and average collection period. Both had mean scores of about 3.5, indicating usefulness liquidity ratios on a monthly-basis (Table 2) . As noted in this table, a majority of the executives (6670%) use accounts receivable turnover ratio and average collection period on a monthly basis. The executives were split in their use of current and acid test ratios. While many still refer to them monthly (43% current ratio, 30% acid test ratio), approximately 50% stated that they refer to them annually or never use them. While about onethird (38%) of the respondents said they use operating cash flow to average current liability ratios monthly, about the same number (37%) said they never use this ratio. ratios. In 1988, financial executives gave the accounts receivable turnover ratio a mean score of 4.08 (indicating very important) as compared with the current study's score of 3.20 (slightly over average importance) in the former study, while the mean score in this study was 2.78 (slightly less than important). These importance rankings have remained reasonably consistent.
Use of Liquidity Ratios
While in general the respondents did not rank current and acid test ratios as high as the accounts receivable ratios, thev are directlv related. A reduction or increase in 1 rent assets. Intemreted this wav, these two categories of ratios are "cause-effect" ratios, 1 over ratios. ~vecific actions (abilitv to collect receivables) ultimatelv affect the current carefully monitored to ensure the conversion to cash. his may offer an alternative
Use of Solvency Ratios
obligations. As noted in Table 3 , the overall mean scores for the five solvency-ratios studied was less than 3.0. While executives identified the debt-to-equity ratio as the most important ratio among the five ratios, there was not much difference in the overall mean between the first-and fifth-ranked ratio (mean 2.64-2.46). The frequency with which this ratio is referenced further reflects this. As indicated in Table 4 , the majority of the executives either uses these ratios annually or never uses them. Finally, increased industry profitability during the study period, the significant reduction in interest costs since 1988, and the lack of leased properties in the study sample may partially explain why many executives consider number of times interest earned and fixed charge coverage ratios as less important than other solvency ratios or use these two ratios infrequently.
Solvency

Use of Activity Ratios
This category of ratios measures management's effectiveness and efficiency in using its resources. The overall mean score of 3.62 indicates that the executives consider this a very important ratio group. As expected, in general most of the ratios in this category scored high on the importance scale. Paid occupancy and average occupancy per room were the two most important ratios, with an overall mean score of 4.56 and 4.18, respectively (Table 5 ). Employee turnover, daily seat turnover, multiple occupancy, and inventory turnover followed, with mean scores ranging from 3.31-3.72 (Table 5 ). As noted in Table 6 , financial executives keep a close watch on this ratio, with a majority referencing some of the ratios in this class daily (80% for paid occupancy, 51% for multiple occupancy, 42% for daily seat turnover). The most common reference point for inventory turnover and employee turnover ratios was monthly (approximately 70% selecting this response). The fact that executives tended to look at inventory turnover monthly suggests that most hotels conduct monthly inventories. (three occupancy related ratios) and dining; room space (seat turnover) are utilized is 1 that ranked occuvancv percentage as verv important. It is interesting to observe that % tially the same activity, hancial executives in the current study ranked-the former higher than multiple occupancy percentage. This preference may be the result of one ratio being intuitively more informative than the other ratio.
The speed with which inventory is turned over affects the amount of cash tied up in vhvsical goods and space costs associated with storage. In both this studv and the 1988 this category. The executives ranked it sixth out of the seven ratios, with a mean score of 3.31. In the 1988 study, the respondents categorized this ratio between important and average importance. An individual analysis of the 17 hotels that scored this ratio between somewhat important and no opinion revealed that the same hotels scored the food cost percentage as very important to crucial. A possible explanation of this anomaly is that a subset of the industry may not have a full understanding of the cost savings associated with proper inventory controls. Specifically, this may indicate an incomplete understanding of costs associated with dead stock, spoilage, theft, economic order quantity, and other issues associated with achieving optimal inventory levels. Alternatively, 1 inventorv mav be a minor part of the costs at these hotels and therefore considered incon-i over ratio a logical choice for being important and a-regularly referenced ratio, the majority of executives ranked this ratio as unimportant and 48% of the respondents stated they never use the ratio. The lack of executive interest may be due to difficulty with this ratio's interpretation. The denominator of this ratio is the average book value of propertv and of a continuously depreciating asset base and steady or improving revenue (numerator
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in ratio) results in a high asset turnover. However, what does that indicate? Is this a better use of assets or a reflection of aging assets in proportion to revenue? Furthermore, as hotels invest increasing amounts in new technology to stay competitive and improve service levels, there may be minimum, lagged, or no direct impact on revenues. This would result in a lower turnover ratio, which in this case is meaningless.
Use of Profitability Ratios
The majority of the profitability ratios scored high on the importance scale (overall category mean: 3.56). ~s~n o t e d in Table 7 , executives considered profit margin and operating efficiency as the most important profitability ratios. Most executives monitor these r results on a monthly basis (Table 8) . A very small percentage of executives considered the b vrice-earnines and earnines ver share to be imvortant ratios, which is also reflected in use this ratio. Return on assets and gross return on assets both had mean scores of less than 3.0 and ranked sixth and seventh in importance. While 2530% of the executives use these ratios monthly, about 60% either referred to this ratio infrequently (annually) or never used these ratios. Both the 1988 and the present study scored profit margin and operating efficiency as very important and crucial ratios. While mean scores indicated that executives ranked return on equity as important, nearly 60% use it infrequently or never. Cross tabulation of the results showed that 35% of the respondents who scored this ratio less than important worked at independent hotels and 25% were with management companies. While it is easy to understand why a financial executive with a management company may not consider this ratio important, we can only assume that respondents from independent hotels have a corporate entity (investor or partnership entity) that monitors this ratio.
Use of Operating Ratios
Financial executives were unanimous in ranking operating ratios as very important and crucial. While average daily rate had the highest mean score (4.67), the narrow band of agreement on ten of the twelve ratios in this category (mean 4.67 to 4.15) makes it diffi-i cult to state that one ratio is more important than the other ratios. Of these ratios, average ' 1 daily rate, RevPAR, and average food check are most closely monitored, as most refer to them daily or weekly (Table 10 ). The operating ratios associated with departmental profit (rooms, food, beverage, and telephone) and sales mix are reviewed monthly. Finally, operating ratios associated with cost (food, beverage, and labor) are most often refer-: enced weekly or monthly. profitability ratios that compare eamings to the asset base (return on assets) or those that compare eamings to owners' investment (return on equity, earnings per share). While important for evaluating efficiency of asset use and capital invested, these ratios are clearly not used at the property level. 
Comparison of 1988 Results to Present Study
We selectively compared the importance scores of ratios in the present study with Schmidgall's study in 1988. Table 12 shows the comparative importance scores of the five ratio categories during these two study periods. We also compared the rankings of the top ten ratios during the two-study period ( at the end of the decade), the responsibilities of the controller did not reflect this. As a result, Schmidgall's ratio study in 1989 showed that controllers still focused on ratios related to profitability, operations, and activity, with little regard for solvency or liquidity ratios.
This divorce of changes in the external environment with the responsibilities of the financial executives is reflected in the present study as well. As hotel assets become larger and more dependent upon external financing and as operating structures become more complex, hotel managers are being viewed more as asset managers than merely managers of the business component of a hotel. In light of this, it is important to hotel owners that their financial executive be knowledgeable and that their performance be evaluated on specific balance sheet ratios in addition to income statement ratios. In particular, we are concerned about the lack of attention to the current ratio and the operating cash flow to average current and total liabilities ratios, as well as about a general lack of awareness of many solvency ratios and ratios measuring the efficiency with which assets are used (asset turnover and return on asset ratios).
Suggestions for Future Research
A variety of topical areas may be studied to further contribute to ratio research in the lodging industry. An area of interest to executives and academicians is to study how specific ratios are useful in achieving management objectives. Research of this type may show the linking of compensation, management objectives, and specific ratios. A study along this theme may help explain why executives consider some ratios more important than other ratios. Results of this study may offer an opportunity to recommend different (perhaps more effective) compensation programs for financial executives.
